
,- I' · , " .oMrl'"r.OL!.¶L R'=NEAL.. OF THF. UNITED STATES

A9-llr15?1 ~ ~ ~ ~ V %HllNT,0Nr ).C. VAU4.

B-114821 2

The Honorable Rohert E. Bernett
Chairman, Board of Directors
Federal Deposit Insurance Corporation

Dear Mr. Earnett:

We have examined the financial statements of tile Fe6eral
Deposit Insurance Co:ooratio,e for tile year ended December 31,
1975. Our sdi.t, required by the Ferkeral Deposit Insurance
Act (12 U.S.C. 1.a;'), was r.iede in accordance with generally
accepted auditing standards and, with the exception of bank
examination report-, incluJed such tests of the accounting
records and rther aitditina procedulres as we co:,sidered
necessary. In our examination we relied, to the extent pos-
sible, on the work of the Corporation's Financial Audit
Branchl.

This report is submittee according to the aqreement
reached between the General Acccuntinq Office and the Cor-
poration on Scp.terrmber 24, 1975. 'Ihis audit como!etes the
transition reavired to chancre the au6it cycle from a fiscal
year to a calendar year. ''he report will be included as an
appendix to our report to the Congress on the examination
of the calendar year 19/6 financial statements.

The financial statements do not show anr estimate of
the liability which the Corporation nmay incur because of
future bank failures.

As in orior audits, we could not fully discharoe our
audit responsibilitieJ under the Federal Deposit Insurance
Act because we did not have unrestricted access to examina-
tion reports, files, and other records relating to insured
banks except ior the records of closed banks. Therefore,
we could not r3etetlrmine t1) whe}ther baank examinations were
of sufficient scone and r,1lia)ility to identify all. bnliks
that should have beten cidssi'ied as probleim ban'!s, i2)
whether the Corpcration ha-' taken effective followup azc-
tion on bank examiners' findinos, and (3) the sirt ificance
of any possi:]e adverse effect of problem banks on the
Corporation's ':inancial position.

For these rasons we cannot express an overall opinion
on the accompanyiin financial statements for calendar year
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1975. Howeverf in our opinion, h. individual am.un, f .-h.wn
in the financial statements are fairly stated as of Decem-
ber 31, 1975, and for the year then ended, in confor.mity
with generally accepted accounting principles applied on a
consistent basis. 

As you know, we have been qranted access to the bank
examination reports of the Corporaticon, as well at the Fed-
eral Reserve Board and the Comptroller of the Currency, for
purposes of responding to a congressional request for a
study of the effectiveness of Federal bank supervision.
This study is separate from our review of the financial
statements of the CorDoration. It is estimated that this
study will be completed in December 1976.

We have reconm,,ded in prior reports to the Congress
that, to more effectively carry out our audit responsibil-
ity, the Federal Deposit Insurance Act bt armended to clarify
our authority to have access to all exavination reports.
files, and other records of the Corporaion'. Our position
on this matter remains unchanged.

Sincerely yo.urs,

ACTING Comptroller General
of the United States
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SCHEDULE 1

FEDERAL DEPOSIT INSURANCE CORPORATION

COMPARATIVE STATEMENT OF FINANCIAL CONDITION

DECEIBER 31, 1975, AND DECEMSEE 31t 1974

December 31 1975 Dgo.'mber 31, 1974

- (000 omitted)

:aSSETS

CASHS 17,359 $ i8,857

U.S. GOVERNMENT SECURITIES:
Securities at amortized

cost (notes 1 and 4) $6,366,090 $5,874,374
Accrued interest receivable ]06.204 6,-.72,294 91,868 5,966,242

ASSETS ACQUIRED IN RECEIVER-
SRIP AND DEPOSIT ASSUMPTION
TRANSACTIONS,

Subrogatod claims of
depositors against closed
insured bhenks 65,686 53,'644

Net insured balances of
depositocs in closed
insured banks to be
subrogated when paid, 3ee
related liability 900 903

Equity in assets acquired
under agreements with
insured banks (note 5) 1-,790,443 2,113,341

Corporation purchases 4,477 460__9

1,861,506 2,172,497
Less res,.rves for losses 213,150 1,648,356 183,743 1,986,754

Notes purchased to facili-
tate deposit assumption:

Principal (note 6) 163,000 15,U00oo
Accrued interest

/ receivable 3,518 166,518 3,445 161,445

ASSISTANCE TO OPERATING INSURED
BANKS:

Principal 'note 7) 37,000 37,000
Accrued interest receivable 1 . 37,001 1 '7,001

,LAND AND OFFICE BIUILDING, less
depreciationi on building
(note 1) 6,688 6,824

MISCELLANEOUS ASSF' _5 62'

,i Total assets (note 2) IS 7< , $8,177 5

The notes following schedule 4 are an integrci r; . ?r this 4tatemerc 
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SCHEDULE 1

December 31, 1975 December 31, t,'4

(000 omitted)

LIAdILITIES AND DEPOSIT
INSLURANCE FUND

ACCOUNTS PAYABLE AND ACCRUD 
LIABILITIES $ 4,053 S 4,494

EARNFST MONEY, ESCROW FUNDS
AND COLLECTIONS HELD FOR
OTHERS 2,17 1,630

ACCRUED ANNUAL LEAVE OF
EMPLOYEES 3,359 2,979

DUE INSUR!RD BANKS
Net eassesne nt income

credits:
Available July 1, 1975 $ 265,433.

Available July 1, 1976 $ 362-428

Other 1,0)8 363,526 4,8131 290,264

LIABILITIES INCURRED IN
RECEIVERSHIP AND DZPCSIT
ASSUMPTION TRANSACTIONS:

Federal Recerve Bank of
New lerk indebtedlness:

Notes payable 1,125,000 1,723,000

Accrued interest payable 134,847 1,259,847 30,291 1,753,293

(note 8)

NET INSURED BALANCE OF DEPOSI-
TORS IN CLOSED INSURED BANKS--

See related asset 900 903

Total liabilities
(notes 2 and 3) 1,633,822 2,053,561

DEPOSIT INSURANCE FUND, net
income accumulated since
inception (ach. 2) A,716,035 5,124,190

Total liabilities
and deposit in-
surance fund $S 3498 9 1 ,751
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SCHiEDULE 2 _ -- ------ __ ------- _-=--- :-------- -SCHEDULE 2

FEDERAL DEPOSIT INSURANCE CORPORATION

COMPARATIVE STATEMENT OF INCOME AND DEPOSIT INSURANCE FUND

CALENDAR YEARS ENDED DECEMBER 31, 1975 AND DECEMBER 3±i 1974

1975 1974

(000 omitted)

Deposit insurance assessments:
AssebLaenta earned during

the year (note 1) $640,915 s$57,322
.Less net assessment in.-

come credits to iieured
banks 362,304 $ 278,611 285,420 $ 301,902

Adjustments of asaseas-
ments earned in prior
years 318 44

278,929 3(),946

Net income from U.S. Goverts-
ment securities 394,355 357,648

Less adjustment to securities
income--prior years (note 9) 3 - 394,355 - 1 86 357,462

Interest on capital notes 15,720
Other income 304 8,634

Total. income 689,3C8 - 668,u_2

EXPENSES AND LJSSES:
Administrative and operating

expenses 67,688 59,214
Provision for insurance losses:

Applicable to banks
assisted in the current
year 32,577 5,625

Adjustments applicable to
banks assisted in prior
years -4,958 27,619 92,238 97,863

Nonrecoverable insurance ex.
penses incurred to protect
depositors--net _ 2,152- 2,111

Total expenses and
losses 97,459 153,188

NEi INCOME--ADDITION TO THE DEPOSIT
INSURANCE FUND FOR THE YEAR 591,849 508,854

DEPOSIT INSURANCE FUND, at the
beginning 3f the year 6,124,190 5,515,336

DEPOSIT INSURANCE FUND, at the end
of the year--net income accumu-
lated sin-e inception $6,716,039 $6,124,190

Tile notes following schedule 4 are an irtegral part of this statement.
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SCHEDULE 3 SCHEDULE 3

FEDERAL DEPOSIT INSURANCE CORPORATION

STATEMENT OF CHANGES IN FINANCIAL POSITION

CALENDAR YEAR ENDED DECEMBER 31, 1975

Amount

(000 omitted)

FUNDS PROVIDED BY:
Net deposit insurance assessments $ 278,929
Income fr-m U.S. Governmeint securities, less amortized
net discounts 3!0,558

Maturities and sales of U.S. Government securities,
inclulding exchanges of long-term securities 1,723,976

Collections on assets acquired in receivership ar.d
deposit assumption transactions 733,855

Increase in assessment credits due banks 73,262
Income from capital notes 15,) 20

Total funds provided $3,216,300

FUNDS APPLIED TO:
Administrative, operating and insurance expenses

less miscellaneous credits 69,400
Acquisitions of assets in receivership and deposit

assumption transactions 921,596
Purchase of U.S. Government securities, including
exchanges of long-term securities 2,211,895

Net change in other assets and liabilities 13,409

Total funds app]ied $3,216,300

ANALYSIS OF NET CHANGE IN OTHER ASSETS AND LIABILITIES

Increase or
1975 197.4 decrease (-)

Assets:
Cash $ 17,359 $ 18,857 $-1,498
Accrued intere't receivable 106,204 91,868 14,336
Other assets 1,645 628 1,0]7

125,208 )11,353 13,855

Less liabilities:
Accounts payable 4,053 4,494 44i
Collections held Lor others 2,137 1,630 -507
Accrued annual leave 3,359 2,979 -3%

9,549 9,103 -446

Net change in other assets

and liabilities $11S,659 $102,250 $13,409

The notes following schedule 4 are an integral part of this statement.
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SCHFD ULE 4 SC HEDUL.E 4

FEDERAL DEPOSIT INSURANCE COPPORATION

ANALYSIS OF DEPOSIT INSURANCE FUND

FROM iNCEPTION TO DECEMBER 31, 1975

Amount

(000 omitted)

INCOME:
Insurance assessnlents $8,095,711
Less net assessament income credits 4,056,248

Net insurance assessments 4,U39,463

Income from U.S. Government securities 3,631,374
Other operating income (principally

interes'. and allowabl.e return from
de:posit insiLrance ussumption and
receivership cases) 40,537

Total income 7,7.11 ,374

EXPENSE AND LOSSES:
Ad.rinistrative and operating expenses 660,622
Deposit insurance losses and exipenses 254,151
Interest paid to the Secretary of tle
Treasury on recired capital stock 80,562

Total expenses and losses 995,335

DEPOSIT INSURANCE FUND, NET INCOME
ACCUMULATED SINCE INCEPTICN $6.71].6,039

The notes following schedule 4 are an integral part of this
statement.
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ED FRAL D;PCOST TN3URANCE CT^POR.ATION

COOTNOTES TO IHE FINANCIAL .T.AEMEr"S

................... DrECEER .31, 1975

ACCOUNTING POLICIEq --.

Securitiea--U.S. Government securities are presenced
at amortized cost which is the purchase price of the
securities less the amortized oremiur or plus the
amor':ized discount. As of December 31, 1975, amor-
tizec premiums amounted to $6,488,i158 and amortized
discounts $13,763,390. Premiums and discounts are
amortized on a Cailv straight-line basis from the
date of acquisition to the date of maturity. Net
income from U.S. Government securities represents
-the total of interest income earned less premium
plus discount amortization for the year.

Deposit insurance assessments--Tne Corporation
assess.:s insuied bcnks aL the rate of 1/12 of i per-
cent each year on the bank's average deposit liabil-
it" less certain amortized exclusions and deductions.
Asse.sments are due in advance for a 6-month period
and credited to ir 'onme w:en eaLned each month.
Sixty-six and two-thirds Plercent of the Corporation's
net assessment income for the prior cazendar year is
made available each ,July 1 to insured banks in the
form of a prorated .reciit against the: current assess-
ments due.

Deoreciation--The office building is d3precidted on
a straight-iine basis at the rite of 2 percent each
year over a 5U-year estimated life. Furniture, fix-
tures, and qouipment are fully depr' ';ated at the
time of acquisition.

These statements:

a. Do not include accountability for tt:: assets and
liabilities of the closed insnred banks for which
the Corporation acts as receivec or liquidating
agent.

o. Include transactions reflected in unaudited col-
lection i-nd disbursement reports from the iquida-
tor of Franklin National Bank fo the last auart.r
of 1975.
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3. Legal actions pending against the Corporation on
December 31, 1975, involved an estimated petrnta.al
liability of $1,942 million. In the opinion of the
Corror.tion's Gencral Counsel, these actions, arisinq
essentially from litigation involving closed bark
activities, may result in recoveries against the Cor-
pcration of $17 million. This esti..,at.d loss haIs been
pruvided for in these statements.

4. The securities had a face value of $6,376,176,510, a
cust cf $6,358,006,191, and i market value of
$6,481,691,963 at December ?31, 1975.

5. Equity in assets acquired under agreements with insured
banks totaled $1.790 billion. Of this total approxi-
mately $1.1.25 billion rep.esents equity in assets Pc-
quired as a result of the closing of Franklin National
Bank on October 8, 1974.

6. Notes purchased to facilitate deposit assumption:

Crocker Nitional Corporation,
San Fraicisco, California $ 50,000,000

Southern Bancorporation, Inc.,
Greerv lle, South Cai:olina 8,'00,000

Europea.-Ainerican Bank and Trust
Co., New York, New York o100,000,000

Clearing Bank, Chicago, Illinois 1,500,000
Marine National Exchange Bank,

Milwaukee, Wisconsin 3,500,000

$163, 000, 00

7. Assistance to operating insured bankn;

Bank uf the Commonwealth,
Detroit, Michigan $35,500,000

Unity Bank and Trust Company,
Boston, Massachusetts 1,500,000

$37,000,000

8. Accrued interest payable oE $134.6 million represents
interest for 450 days at the rate of 7.52 percent simple
interest per annum on the unpaid principal amount due on
Franklin National Bank's indebtedness to tei Federal
Reserve Bank of New York. This amount is subject to
adjustment for certain out-of-pocket expenses the Cor-
poration incurred as provided for in the Agreement of
Sale.
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